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SMTEKEtfT <F THE EHOBIEH 

If institutions of higher learning are to achievo their 
mxinm potential the educational hierarchy, they re- 

quire a comprehensive program of financial mnagesnent. At 
present, few have one, This paper will address itself to the 
problem as exemplified by the decision making process for ca- 
pital expenditures in public junior colleges, Specifically, 
the inquiry will be directed at the following questions. 

Can the concepts and techniques 
presently utilised by corporate and 
governmental financial nan&seaent be 
adapted to capital expenditure deci- 
sion a in the public junior colleges? 

Can cost-benefit and econometric 
analyses of the financial implications 
of a capital project be utilised to 
present the relative benefits of the 
competing alternatives? 
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dan these analyse a of capital expen- 
ditures sharpen the decision mhing pro- 
cess of the educational admtni ctrat or and 
assist loin In selecting those capital 
items which most closely meet the future 
requirement of the Institution? 

Of equal Importance * can those con- 
cepts and techniques bo presented in a 
format easily understood not only by the 
administrator and his staff, but also by 
the governing legislature or trustees so 
that they become useful tools and not eso- 
teric Main! iterative status symbols? 



ANALYSIS OF THE PROBLCH 



During its entire history the American society 1ms 
placed Increasing emphasis on education. Though the trend 
has boon the most dramatic rln.ee World War II* its roots 
lay in a brood movement discerned more than one hundred and 
thirty years ago by Alexis do Toequeville, who observed 
that in the United States , the nany would demand what in 
other lands was roservrd for the few. The novenont was 
famed and is sustained by the general public r not by gov- 
erruaental or authoritarian design. The demnd for education 
has been generated at the lowest level of public prosouro 
and forced upwards. Yet it is ironic that, of all the major 
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public functions in Anwrica, education alone received no 
mention to tho Goartltutlm; ixirticularly since It la ra- 
pidly becking a dorimte feature of our culture . 

Though authorities differ on the scope and thrust of 
education in the future, they all agree that it will in- 
crease not only in absolute , but in relative importance 
and else. Bartially as a result of this, and possibly tho 
cause of It* a growing rolo to the educational hierarchy 
has been assumed by tho public Junior colleges. Today they 
represent tho nost rapidly c:cpandtog segment of higher edu- 
cation and there arc numerous todlcationc tlmt the trend 
will continue into the foreseeable future. 

In building a comprehensive educational system, a&ainl- 
stmt ora have tended to cmcentrate on the academic functions 
and ignore the financial topli.catlms of their decisions. 
Jtoticularly in. higher education the entasis in finance has 
been on obtaining more funds, not m more efficient and ef- 
fective utilisation of the fields presently available. Xn 
soa© mye tills inexact financial menasciacnt could bo tolera- 
ted in tho past. As long as higher education absorbed only 
a email part of the national resources and looked to the pri- 
vate sector of tho economy to supply its funds, there was no 
pressing need for reform. Expansion ms limited and gradual 
and tho errors of intuitive decision, making could readily he 
absorbed by the static financial bulk of the collage without 
threatening its existence or causing a major disruption of 
the academic scheme. 

As a whole, educational administrators have been slow to 
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realize that the situation has changed t and that tho tradi- 
tional scope of financial management can no longer meet the 
problems of today, nuch lone those looming in the future, 

They have been reluctant to adopt techniques and concepts 
that are better suited to deal with the urgent problems now 
confronting them. 

The explosive growth, not only in the number of stu- 
dents enrolled, but in the number of institutions engaged 
in collegiate level education has imposed new deiaando on 
academic administrations. From 1950 to 1965# enrollment 
in colleges and universities almost tripled from 2,281,293 
to 5*920 ,864* and the number of colleges and universities 
rose from 1,851 in 1950 to 2,230 in 1965 * J (Over one third 
of tho new institutions were Junior colleges.) 

Expenditures for operating funds and capital investment 

increased from 2.678 billion dollars in 1950 to 8.870 billion 
. 4 

in 1962. Preliminary estimates indicate that the total in 
1966 exceeded 10.000 billion dollars. These statistics give 



( Washington * U.3, 

Department of Health, Mucation and Welfare, 1966), p. 64. 

2 

U.S, Department of Commerce and Bureau of the Census, .itatis- 
-t-loal... Abb.traot__of..._tke._ UsltM. . statist, 19.46 . prepared under the 
direction of Edwin D. Goldfield (washing tent U.S. Government 
Printing Office, 1966), Table 144, p, 107. 

ffl?^ £!£,»* P. 73. 

4 Ibld .. p. 83, 



^Government funds for all purposes were 5,863 million. Statls 
tlcal Abstract . op, olt.. Table 576, p. 420. 
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sco» indication of th© growth occuring today, but they 
only hint at the educational explosion of the future. 

All collegia ore caught up in this dynamic growth 
pattern and the changing roles played by the private and 
public sectors of our society i but it is at the public ju- 
nior college that these forces ore mot concentrated t aost 
evident and cost critical. The newest member of the acado- 
sic hierarchy, unsure of its future role, beset by conflic- 
ting pressures, and undergoing the greatest rate of growth, 
the junior college has the no si to benefit frost comprehen- 
sive financial zaanagersent and yet often appears to be tlie 
least prepared to accept it, 

Ao startling as this docunantaticn of growth nay be, the 
major problem is embodied in the entry of government into the 
field of higher education. In 1943 less than half the stu- 
dents were enrolled in publicly supported colleges i by 19&4 
the total exceeded sixty five percent. The Increase of 
government support has not bean restricted to state and lo- 
cal levels. The federal government has rapidly expanded its 
share. From i960 to 1965 its contributions in direct grants 
and loans alone Increased from 1.000 billion dollars to 2.456 
billion 2 and this reflects only what is euphemistically term- 
ed the “take off” phase of federal assistance. Though the 
full impact of this move will not be apparent for seme tine. 



^Ksraieth A. Jizicn, Dlcgaat of Sducvtioii.il . .tlcfcica f 1Q64 - 
U.3. Department of Eaiith, iducaticai am wSte iVasaiangt 
U.D. Goverrsaarst Printing Office, 1964), Table 51, p. 74. 



, SEuJdt*. 202, p. 143. 
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it io already beglmimc to havo an influence an the decision 
making process at the hislwsr levels of eduoaticejiil admini- 
stration. and tills infliMMioe will permeate down to and spread 
through the lowest lovolo, Without commenting on the philo- 
sophical issues or the political considcrat ions involved, it 
is reasonable to expect that as the federal Government assumes 
a Greater proportion of the financial support of higher edu- 
cation It t?ill demand a noro exact Justification and tmMGfr* 
mnt of those funds. There is ample evidence of this trend 
in the adnini strat Ion of other federal yorasMSM such as high- 
ways, hospitals and welfare, There is no reaecn to believe 
that the acadordc calamity will bo exempted, Thia does not 
imply that the fodaral gwvmnant will moeemrily dictate 
policy! only that it will pro-ccei&ltlcei funds at tho adoption 
of a cfeJuated ayaten of financial laaaaeaaant*^ Bww if funds 
are not grant od directly to tho recipient Institution end aro 
allocated to tho state for distribution, there will be a steady 
incroaso in pressure on tho state to conform to tho fodoml fi- 
nancial standards and this will ho tranenitted down to the in- 
dividual colleges and universities, The mn& react ion will pro- 
bably occur with tho secondary supporting? funds, such as student 
assistance and scholarships. 

The drive for advanced financial mnagesant will probably 
not be initiated by tho state coveninonts themselves, even. 

*As an sample, the final ©action of MU« tow 09-329 (Ccrxxsc- 
2y referred to as tho Higher Education Act of 1965) is titled; 
’’Federal Control of Education Prohibited and indicates tho 
intent, if not tho practice, of federal assistance. See; UgO, 
Ja&fcfi .AS ftfolio. tow a9-320. s tafe* m ?; 52 . 



